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Q Pl ease state your name and busi ness address.
A My nanme is John R Gale and ny busi ness

address is 1221 West | daho Street, Boi se, |daho.

Q By whom are you enpl oyed and i n what
capacity?
A. | am enpl oyed by | daho Power Conpany; as the

Vice President of Regulatory Affairs.

Q Pl ease descri be your work experience.

A. In Cctober 1983, | accepted a position as
Rate Anal yst with Idaho Power Conpany. |In March 1990, | was
assigned to the Conpany’s Meridian District Ofice for one
year where | held the position of Meridian Manager. In
March 1991, | was pronoted to Manager of Rates. In July
1997, | was nanmed Ceneral Manager of Pricing and Regul atory
Services. |In March of 2001, | was pronoted to Vice
Presi dent of Regulatory Affairs. As Vice President of
Regul atory Affairs, | amresponsible for the overal
coordi nation and direction of the departnent, including
devel oprment of jurisdictional revenue requirenents and cl ass
cost-of -service studies, preparation of rate design
anal yses, and adm nistration of tariffs and custoner

contracts. In ny current position, | amactively invol ved
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with restructuring activities throughout our service
territory.

Q What is the purpose of your testinony in this
pr oceedi ng?

A | will address the Comm ssion's desire to
nore fully review the manner in which |Idaho Power Conpany
(“ldaho Power” or “the Conpany”) and | DACORP Ener gy
Solutions, LP (“IES’) can conduct business for the benefit
of ldaho Power's custoners on both an interim and
prospective basis. Additionally, | will speak to |Idaho
Power’ s approach to providing resources to neet system | oads
during the near-termtinme period.

Q Pl ease summari ze | daho Power Conpany’s
reconmendation for the interimrules governing transactions
bet ween | daho Power Conpany and | ES.

A. Until such time as the Idaho Public Utilities
Conmmi ssion (“1PUC’ or "Conmm ssion") makes a fina
determ nation that the existing rules should be changed,
| daho Power believes that the rul es governing the conduct of
transacti ons between | daho Power and I ES (including transfer
prices) should be the sanme rul es accepted by the Conm ssion

in Order No. 28596 issued in Case No. |PC E-00-13. | daho
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Power believes this approach is consistent with prior

Conmi ssi on decisions requiring that practices and rul es
adopted by the Conmm ssion remain in effect until changed by
subsequent | PUC order.

The Agreenent may need to be nodified
slightly to conply with the final order of the Federa
Energy Regul atory Comm ssion (“FERC’) approving the
El ectricity Supply Managenent Services Agreenent (“the
Agreenent”) that was the subject of IPUC Order No. 28596.
Wien the final order is received fromFERC if it is
acceptable to Idaho Power, it will be filed with the | PUC
| f any changes to the existing rules are necessitated by the
FERC order, Idaho Power will make a filing to obtain
Conmi ssi on approval for such change.

Q Pl ease summari ze the principals that |daho
Power believes should underlie the rules governing
transacti ons between |daho Power Conpany and | ES.

A. The rul es governing transacti ons between
| daho Power and | ES shoul d be designed to achieve (1)
alignment of risk and reward, (2) sharing of the economc
and mar ket know edge benefits of one trading operation, (3)

protection against affiliate abuse, and (4) energy transfers
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at visible, verifiable market prices. | believe that a
reasonabl e period of operating experience will denonstrate
that the existing Electricity Supply Managenent Services
Agreenment between | daho Power and IES will neet these
criteria. A copy of the Agreenent is included as Exhibit 1
to ny testinony.

Q Pl ease describe the existing Electricity
Supply Managenent Servi ces Agreenent.

A. Under the business arrangenent nenorialized
in the Electricity Supply Managenent Services Agreenent
submtted to the FERC, the I PUC, and the O egon Public
Uility Commission ("OPUC'), IES will purchase surplus power
fromIldaho Power on a daily and real -tine basis, and wl|
nmake daily and real -tine sales of electricity to |Idaho Power
to neet native |oad needs. Al whol esal e transactions
bet ween | daho Power and IES will be at market prices. The
Agreenent al so provides for IES to serve as a broker for
| daho Power transactions, which will be perforned on a non-
excl usi ve basi s.

Q Wiy did | daho Power and | ES devel op the
Agr eenent ?

A. | daho Power and | ES devel oped the Agreenent
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to respond to changes in the conpetitive whol esal e
electricity market and concerns expressed by |daho Power's
custoners regarding the allocation of costs between
operating and non-operating transactions in that market.

| daho Power’s goal is to prudently and cost-effectively
participate in the wholesale electricity market for the
benefit of the Conpany's retail custoners. |daho Power
bel i eves that there are significant cost savings and narket
risk mtigation benefits that are realized by contracting
with IES to provide electricity marketing and ot her

el ectricity supply managenent services to |Idaho Power. The
Agreenent benefits | daho Power’s custoners by protecting
themfromthe risk of specul ative transactions while at the
sanme time |lowering |daho Power’s adnministrative costs of
participating in the market. Pursuant to a stipul ation
previously approved by the I PUC, |daho Power will flow back
$2, 000, 000 per year to reflect these estimated cost savings
once the Agreenent is approved by all appropriate regulatory
authorities. The Agreenent al so enabl es | daho Power,

t hrough advice given by IES, to apply greater expertise in
t he whol esal e market, resulting in better optim zation

bet ween cost and risk for custoners.
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This arrangenent will protect |daho Power’s
retail custoners from practices that FERC has characteri zed
as "affiliate abuse”". Al transactions between | daho Power
and IES will be priced at nmarket, as determ ned by published
mar ket i ndexes (daily transactions) or transactions with
non-affiliates (real-tine transactions). These narket
prices are not subject to mani pul ation by |daho Power or
|ES. Real-tinme transactions are transactions up to 12 hours
in duration (usually hourly transactions), while daily
transactions are 24-hour transactions (usually next day
transactions). Longer-termtransactions may be brokered by
|ES or entered into directly with third parties by Idaho
Power .

Q Pl ease descri be the circunstances | eading up
to the Power Supply Managenent Agreenent between |daho Power
and | ES.

A The Agreenent is the outgrowth of a nunber of
events that |daho Power has experienced in its whol esal e
mar keting activities coupled with the risks associated with
| daho Power’s uni que generation resource supply mx. One of
t he uni que characteristics of Idaho Power is its heavy

reliance on hydro-based generation
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Q Wiy is the Conpany’ s hydro-based generation a
factor in the evolution of the Agreenent?

A. At one time, virtually all |daho Power
generation came fromhydroelectric facilities on the Snake
Ri ver. Because of the variations in streanflow conditions
fromyear-to-year, the Conpany becane active in the
Nor t hwest energy markets, buying fromothers during | ow
wat er years and during the |l ow streanfl ow periods within
i ndi vidual years, while selling its surplus power during
peri ods when wat er was abundant.

Over the years, the Conpany added sone
thermal (coal-fired) plants, through joint owership, to
conpl enent the hydro facilities. Nevertheless, in a nornal
wat er year hydro facilities still produce nore than 60% of
t he generation on the |Idaho Power system |daho Power
continues to buy and sell in short-term markets to bal ance
the system s | oads and resources. During the sumer nonths,
| daho Power has relied and planned on short-term power
purchases, rather than installing new generation, to serve
the peak system | oads. Wile this approach has been vi ewed
as a long-term |east-cost solution, there is an added

el enent of near-termrisk that |daho Power faces as an
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active participant in the whol esal e market that nmany ot her
utilities do not face.

As a hydro-based utility, I|daho Power is
unique in its exposure to supply risk associated with its
reliance on generation with an inherently unpredictable fuel
source -- water. All electric utility conpanies (including
| daho Power) face volune risks associated with economc
condi tions and weat her fluctuations. Loads can go up and
down based upon a robust or sluggi sh econony. Furthernore,
extreme tenperatures can affect the |oad volune as well.

For hydro utilities, there is an extra el enent of supply
risk that the utility nmust manage. The additional risk is
t he uncertainty of the anmount of generation available to
neet |oad. Water storage is severely limted due to
reservoir constraints. Wen the water is not avail abl e,
there is no fuel to run the hydro plant. The fuel
availability is an inportant distinction in conparing
predom nately hydro-based utilities and predom nately
thermal -based utilities. This supply risk introduces an
added el enent of uncertainty for |daho Power as a whol esal e
mar ket parti ci pant.

| daho Power’ s hydro resources provide
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positive economc inpacts to the utility and its custoners
because these plants operate with virtually a zero fue
cost. Under normal conditions, the total system generation
cost for Idaho Power is anmong the very |owest for investor-
owned utilities in the United States. As purchased power
costs becone nore volatile, they becone nore inportant to
the overall power supply costs of |daho Power. The Conpany
wants to protect its overall |ow cost status fromthe
adverse inpacts of high purchased power costs. By
sheltering |Idaho Power Conpany fromthe nore specul ative
mar ket transactions, the Agreenent is designed to reduce the
ri sks that |1daho Power faces as a whol esal e narket
participant to help ensure that purchased power expenses do
not upset |daho Power’s favorable cost situation, to the
detriment of |daho Power’s retail custoners.

Q Pl ease describe the emergence and growt h of
the Conpany’s trading activities.

A. The size and conplexity of the whol esal e
markets for electricity have increased dramatically in the
past few years, as has |daho Power’s participation in those
markets. In addition, the I PUC has approved a nethod to

change | daho Power’s rates that encourages |daho Power to
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reduce whol esal e power purchase costs for its retai
cust oners.

In Idaho, prior to 1993, |daho Power sold
power to retail custonmers at fixed capacity and energy
charges (that is, charges that were subject to adjustnent in
rate proceedi ngs, but not through the operation of a fue
adj ustnent clause or simlar provision). 1In 1993, follow ng
several years of drought conditions in which I daho Power’s
pur chased power expenses substantially exceeded
expectations, the | PUC approved | daho Power’s request to add
a Power Cost Adjustnent (“PCA’) to the Conpany’s |daho
retail rate structure. The IPUC and the Conpany’s |daho
retail custonmers favored this arrangenent because it enabl ed
t hose customers to receive the benefit of nore favorable
water conditions in the formof reduced rates. Wth the
i npl emrent ati on of the PCA, |daho Power’s sharehol ders’ and
custonmers’ interests becane aligned, because they both
shared in the savings and costs from operating transactions.

Hi storically, Idaho Power’s whol esal e
transactions primarily involved sal es of |Idaho Power
resources that were tenporarily surplus to |Idaho Power’s

retail customers’ needs, and purchases of generation needed
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to nmeet lIdaho Power’s retail custoners’ needs. |daho Power
refers to such purchases and sal es as “operating”
transactions. Then, in the md-1990’s, as the whol esal e
power market continued its rapid expansion, |daho Power
identified increasing opportunities to engage in nore
specul ative off-systemtransactions that were unrelated to
t he Conpany’s systemresources. |daho Power refers to such
purchases and sal es as “non-operating” transactions. In
1998, the Energing |Issues Task Force ("EITF') of the

Fi nanci al Accounting Standards Board ("FASB") issued ElI TF98-
10, Accounting for Contracts Involved in Energy Tradi ng and
Ri sk Managenent Activities. EITF98-10 becane effective for
all fiscal quarters beginning wth fiscal years that started
after Decenber 15, 1998. |daho Power’s simultaneous
participation in operating and non-operating transactions,
along with the establishment of accounting and reporting
standards for energy trading contracts by the Energing

| ssues Task Force of the Financial Accounting Standards
Board created the need for |daho Power to separate the
transactions for accounting and ratenmnaki ng purposes. |daho
Power adopted these standards on January 1, 1999.

Q What was the accounting and ratenmaking result
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of adopting these standards?

A. Since January 1, 1999, transactions related
to bal anci ng of system | oad and system resources and
transactions related to systemreliability are classified as
“operating” and remain on settlenent accounting. These
transactions are recorded and nmaintained in an “operating”
tradi ng book that is separated from ot her trading
transactions. Operating transactions neet the “energy
contracts” definition of the Energing |ssues Task Force
consensus opi ni on because they are expected to settle
physically. Operating transactions continue to be booked in
FERC Accounts 447 or 555 and are thus included for PCA
reporting purposes.

Transactions not related to the bal anci ng of
the system | oad and resources are classified as “non-
operating” or energy trading contracts and are required to
be accounted for using mark-to-market, or fair value
accounting. These transactions are naintained in “non-
operating” trading books that are differentiated from one
another by tinme periods; i.e., transactions that settle
outside the “pronpt” nmonth, transactions that settle within

the pronpt nonth or sooner, and daily or real tine

GALE, DI 12
| daho Power Conpany



10

11

12

13

14

15

16

17

18

19

20

21

22

transactions. The pronpt nonth is the nonth foll owi ng the
current nonth. Non-operating transactions neet the “energy
trading contracts” definition of the Enmerging |Issues Task
Force consensus opi nion and begi nning in January 1, 1999
have been booked in FERC Account 421 and are thus excl uded
for PCA reporting purposes.

Purchases or sales are typically classified
as operating or non-operating at the tine of the
transaction. As transactions close in real tine, the
operating system book needs to bal ance agai nst the physi cal
requi rements of the | oads and resources. Beginning one
nonth prior to schedul ed settlenent, transactions between
t he operating and non-operating books occur at the
appropriate market settlenent price in order to start
bringing the systeminto bal ance.

In Idaho Power’s 1999- 2000 PCA case (Case No.
| PC-E-99-3), sone of Idaho Power’s |arger custoners
expressed concern regardi ng | daho Power’ s operating and non-
operating transactions and whet her |daho Power’s expenses
and capital costs were being properly allocated between
operating and non-operating transactions. |In response to

t hese concerns, the I PUC i ssued Order No. 28049 directing
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the parties to determ ne how best to address the issues

rai sed by the custoners. Subsequently, on February 14,
2000, the IPUC Comm ssion Staff filed a report addressing
sonme of the issues raised by the customers in the 1999-2000
PCA case. The | PUC acknow edged receipt of that report in
| daho Power’s 2000- 2001 PCA case and encouraged the parties
to address the issues further.

In further response to the concerns expressed
in the above-cited cases, |daho Power is noving its non-
operating transactions into a separate entity. |ES has been
chosen as that entity. IES rents office space from soneone
ot her than |Idaho Power, has its own enpl oyees, and is
managed and operated i ndependently from|daho Power. Moving
non-operating transactions to IES will substantially reduce
the | evels of support services currently provided by |Idaho
Power and will provide a clearer |line of demarcation between
t he operating and non-operating electric marketing
busi nesses of I DACORP, Inc. Upon final inplenentation of
t he Agreenent, |Idaho Power as an entity, will no | onger
participate in non-operating transactions, and the nore
specul ative transactions that are currently non-operating

transactions will be undertaken exclusively by a separate
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corporate entity, IES. |1daho Power adopted this structure
to neet the concerns expressed by |Idaho Power’s custoners
and the IPUC in the 1998-1999, 1999-2000, and 2000-2001 PCA
cases.

Q How is the whol esale electric nmarket of today
different fromthe one of yesteryear?

A. The whol esal e narket is becom ng nore
conpl ex. The decreased regul atory oversi ght and the
i ncreased vol une of whol esal e transacti ons between
suppliers, marketers and consuners of bulk electricity has
created an increasing demand for market participants to
mai ntain a high | evel of market intelligence and
under st andi ng of market novenments. The increasing
availability of sophisticated financial instruments for
managi ng price volatility risk for electricity transactions
has further stinulated the burgeoni ng whol esal e market for
electricity. Regardless of the status of restructuring of
the retail electric utility industry in the state of I|daho,
t hi s expandi ng whol esal e market will continue to
significantly affect the way | daho Power operates in this
changi ng envi ronment .

Wi | e the expandi ng whol esal e market has the
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potential to provide opportunities for increased price
efficiency resulting froma |arger and nore diverse group of
mar ket participants and products, there are certainly
greater costs and risks associated with managi ng power
supplies within this new environnment. The Agreenent
addresses these concerns by increasing |daho Power’s access
to expertise in the whol esal e market, while protecting |Idaho
Power’s retail custoners from specul ative trading ri sks.
| daho Power believes that there are significant cost savings
and market risk mtigation benefits that can be realized by
this arrangenment, which | describe in greater detail |ater
in ny testinony.

Q What functions or activities are renaining
with | daho Power?

A The Agreenent alters the manner in which
| daho Power will transact in the whol esal e nmarket, but does
not alter Idaho Power’'s generation and reliability
obligations. Under the Agreenent, |daho Power continues to
own, operate and maintain its systemresources and be
responsi ble for systemreliability. |daho Power continues
to dispatch systemresources to match generati on and | oad

within the Idaho Power control area. The Agreenent does not
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nodi fy Idaho Power’s commtnent or ability to nanage and
control its systemresources in a manner that wll provide

| daho Power’s custoners with access to all avail able
capacity and energy fromldaho Power’s systemresources on a
first-priority basis. Idaho Power will conply with its
FERC- appr oved Code of Conduct in providing any non-power
goods and services to IES, as well|l as any additional

requi rements governing transacti ons between affiliates that

the state comm ssions may find to be appropriate.

Q What functions are noving to | ES?
A Under the Agreenent, |ES provides whol esal e
mar keti ng services to Idaho Power. [|ES and |daho Power

enter into daily and real -tinme purchases and sales, and | ES
serves as a non-exclusive broker for |onger-term
transactions (such transactions are entered into directly
with third parties). Transactions between the two entities
occur only when I daho Power determ nes that such
transacti ons woul d be beneficial for Idaho Power and its
custonmers. This arrangenent enabl es | daho Power to bal ance
its systemload and resources. In addition, |IES buys power
from Il daho Power at market prices when |daho Power

determ nes that |daho Power has surplus power for sale and
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t hat such sales woul d be beneficial to | daho Power and its
custonmers. All of the transactions between | daho Power and
| ES are at nmarket prices established in a manner that
prevents either entity frombenefiting at the expense of the
other. |ES obtains the transm ssion and ancillary services
that are necessary to deliver |Idaho Power’s purchases and
sales to the agreed-upon destination. |ES advises |daho
Power regardi ng desirable transactions to enter into, and
serves as a non-exclusive broker for purchases and sal es
with a duration that exceeds one day. |ES conplies with the
FERC s Code of Conduct for its brokering activities.

In addition to the power purchases and sal es
descri bed previously, the Agreenent states that IES wll
provi de | daho Power various other non-power goods and
services. |ES advises |daho Power regardi ng scheduling,
hedgi ng transacti ons, and ri sk managenent activities to
m nimze price volatility, anong other things. In this
role, |IES anong other things, confirnms purchases and sal es,
adm ni sters mar ket - based contracts, and coordi nates
schedul i ng of energy transactions in adherence with
transaction protocols. |ES also provides finance and

accounting support and counter-party credit analysis for
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power marketing activities. Credit analysis has becone an
increasingly inmportant activity for whol esal e mar ket
partici pants, and requires the application of substanti al
expertise and resources to be done effectively. Idaho Power
conplies with the FERC s Code of Conduct and the Statenent
of Policy and Code of Conduct accepted by the I PUC on an
interimbasis in Order No. 28596 in purchasing these and
ot her non- power goods and services from|ES.

Q How do | daho Power’s custoners benefit under
t he Agreenent with | ES?

A By entering into the Agreement with I ES,
| daho Power believes that it will be able to lower its
expenses, streamine staffing requirenents, reduce the risks
associ ated with power market volatility, and maintain its
exi sting high |l evel of systemoperating efficiency and
reliability. These results will benefit |daho Power’s
retail custoners.

Possi bly the greatest benefit to Idaho

Power’ s custoners, and one of the central reasons why |daho
Power devel oped this proposal, is the realignnent of risk
and reward under the proposed organi zation. Recent events

have denonstrated that today’'s nore vol atile energy markets
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can present significant risks for utilities and potentially
for their custoners. Under the Agreenent, speculative
transactions will be perforned by IES for its own account
rat her than by Idaho Power. This assigns to IES, rather
than to I daho Power, the potential risks and rewards from

t hese transactions. This arrangenent benefits |daho Power’s
retail custonmers, because they are sheltered fromthe
specul ati ve market transactions of the affiliate IES. 1In
addi ti on, safeguards are being established to prevent

specul ation on behalf of the utility. Systemtransactions
will be directed toward bal anci ng | oads and resources while
considering cost, reliability and risk. Idaho Power’s
Oversi ght Manager wi || approve systemtransactions. The
Oversi ght Manger’s decisions will be reviewed by the

Cor porate Ri sk Managenent Comm ttee and subject to at |east
annual review by the IPUC Staff.

While retail custoners | ose the potenti al
rewards of specul ative transactions under this arrangenent,
this is nore than offset by the reduction in risk fromthese
transactions. As previously nentioned, |daho Power has sone
of the lowest retail rates in the Nation, but experiences

unique risks in participating in the wholesale electricity
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market. By protecting retail customers fromthe additiona
ri sks of specul ative transactions, |daho Power can better
ensure that its purchased power expenses can be nmanaged
while maintaining a favorable rate environnent for its
cust oners.

Retail custonmers will enjoy the benefits of
the market expertise that a full scale trading operation has
to offer. The benefit manifests itself in the market advice
that can be offered in devel oping the operating plans for
the systemand in the recomendati ons regardi ng potenti al
system hedgi ng transacti ons on behalf of the system I|ES
will be operating in virtually all of the Western narkets

for virtually all tinme frames. Al of the market

i nformati on gl eaned during those operations will be
avai l abl e to I daho Power for decision-making purposes. In
addition, Idaho Power will obtain increased access to people

famliar wth sophisticated financial instrunments intended
to reduce risk and mtigate price volatility.

|ES will assist Idaho Power in managing its
system resources in an opti num manner. D spatch deci sions
can be made using the best avail able market information.

The information assists day-to-day operations, as well as
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| onger-term decisions related to schedul ed nai nt enance,
river operations, and custoner program coordination
Custoners further wll benefit fromthe
cl earer separation of the non-power costs between |daho
Power and | ES t hrough organi zati onal and reporting changes
as well as the physical |ocation nove. Allocations will be
replaced with verifiable direct cost assignnents. These
direct cost assignnents will be in conpliance with
applicable I PUC and FERC Code of Conduct requirenents.
Finally, ldaho Power’s custoners will benefit
fromoverall reduced costs that will flow through directly
into jurisdictional revenue requirenent determnations. The
cost reduction is attributable to the ability to serve two
entities with one tradi ng operation instead of two. Both
entities benefit by sharing the costs instead of replicating
t he correspondi ng organi zati on and costs within each. As
di scussed above, |daho Power has agreed to flow through to
its ldaho retail custoners $2,000, 000/year in cost savings
once the Agreenent is approved by the necessary regul atory
authorities, allow ng these cost savings to occur.
Q What protections are in place to prevent

affiliate abuse?
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A. | daho Power recogni zes that the | PUC and
interested retail custoners are concerned that inter-
affiliate transactions do not create the opportunity for
those affiliates to shift benefits fromutility custoners to
shar ehol ders. The Agreenent recogni zes and addresses these
affiliate abuse concerns and includes neasures that prevent
affiliate abuse fromoccurring.

The market price to which Idaho Power and | ES
will tie the transaction price is an objective standard for
the pricing of electricity that is not subject to
mani pul ati on by | daho Power or |ES.

For daily transactions, the market price wll
be determ ned based on published nmarket indexes. The
Agreenent specifically references the Dow Jones M d- Col unbi a
El ectricity Price Index (“Md-C’) and the Dow Jones Pal o
Verde Price Index (“PV'). The Md-C and PV | ndexes are
reliable and verifiable sources indicative of the prevailing
mar ket price, and are appropriate Indexes to use to
determ ne the market price for daily electricity
transactions. Md-C and PV are two of the three major cash
markets in the west. Md-Cis an active trading hub, with

tradi ng vol unmes conparable to those at PV. The Md-C I ndex
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is widely used for indexed whol esale and retail

transactions. For exanple, |Idaho Power references the Md-C
| ndex for several of its retail contracts and tariffs,
including non-firmprices for purchases from Qualifying
Facilities. Exhibits 2 and 3 explain the Md-C and PV | ndex
categories that Dow Jones publishes, and the nethodol ogy

t hat Dow Jones uses to cal cul ate these indexes. As shown in
t hat di scussion, both the indexes and net hodol ogi es are
conparable. For both indexes, prices are published daily
based on actual transactions.

For real-tinme transactions, |daho Power wil|
determ ne the nmarket price based on the wei ghted average of
the real-tinme prices at which I ES bought and sold power to
non-affiliates. The average of these transactions is
indicative of the market price at the tine, and its use
provi des appropriate protection against affiliate abuse.

Al'l energy transactions (buy or sell) that
are not real-tinme or daily will be bilateral agreenents with
third parties and may be or may not be brokered by IES.

Q Pl ease provide an exanple to illustrate the
transfer pricing in use.

A. | f 1daho Power desired to purchase or sel
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power in June 2002 for the nonth of July 2002 (e.g., to meet
expected peak | oads), it would enter into a transaction
directly with a third party or parties, or use |ES
brokering services to arrange such a third party transaction
if warranted. If, during July 2002, |daho Power desired to
enter into a transaction for a particular day (e.g., to neet
a sudden | oad increase due to hot weather), it would
transact with IES, and the price for such transaction

bet ween | daho Power and | ES would be based on the Md-C or
PV index as appropriate. |If, during a particular day in
July 2002, 1daho Power desired to enter into a real-tine
transaction (e.g., to sell during off-peak hours power
acquired in a daily transaction to neet on-peak needs), it
woul d transact with IES, and the price for such transactions
bet ween | daho Power and | ES woul d be based on the wei ghted
average of the real-tinme prices at which I ES bought and sold
power to non-affiliates.

To further protect against potenti al
affiliate abuse, the Agreenent provides for |daho Power to
desi gnate an Oversi ght Manager to ensure that |daho Power’s
interests are protected. |daho Power’s Oversi ght Manager

will be an officer or senior manager in the Conpany, and

GALE, DI 25
| daho Power Conpany



10

11

12

13

14

15

16

17

18

19

20

21

22

will report directly to the Ofice of the Chief Executive
Oficer and to Idaho Power’s R sk Managenent Committee. The
| daho Power Oversight Manager will be responsible for
coordinating with IES and providing a single decision-nmaking
poi nt from | daho Power concerning |ES s provision of the
power marketing and system nmanagenent servi ces.

In addition to engaging in inter-affiliate
purchases and sales, IES will provide brokering services to
| daho Power. These services will be provided in accordance
with FERC s Code of Conduct brokering rules (including the
requi rement that the brokering arrangenent between |IES and
| daho Power be non-exclusive), and thus do not present the
potential for affiliate abuse. Finally, |Idaho Power and |IES
wi Il engage in the purchase and sal e of non-power goods and
services, as described above. These services wll also be
provided in accordance with FERC s Code of Conduct rules for
non- power goods and services. The conbination of the FERC
Code of Conduct rules and the outcone of the pending | PUC
docket in codes of conduct should provide adequate confort
to the Conm ssion that affiliate abuse is adequately
mtigated

Q Pl ease descri be | daho Power's resource
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pl anni ng process, beginning with | ong-term planni ng and
ending with the "next-hour" decisions.

A. | daho Power plans to serve its | oads under
t he general guidance of its Integrated Resource Pl an
("IRP*"). The last such plan was filed with the |Idaho Public
Utilities Comm ssion and the Oregon Public UWility
Conmm ssion in June 2000. It was acknow edged by the I1PUC in
Decenber 2000. The IRP is a long term (10 years) | ook at
| oad and resources and enphasi zes nedi an water conditions
for planning purposes. As m ght be expected, because of the
medi an wat er assunption, the 2000 | RP necessarily relies
nore heavily on market purchases to provide energy in dry
years than a resource plan that acquires systemresources
based upon critical water conditions.

Q Pl ease explain in nore detail how planning
for the near-termtine period takes pl ace.

A Under the Conpany's existing IRP, the Conpany
plans to cover its near-termenergy deficiencies through
short-term purchases in the whol esal e market. O her
alternatives to market purchases such as denmand-si de
initiatives or supply-side options are eval uated agai nst

mar ket purchases on an economc basis. Additionally, near-
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to-md term nmarket purchases are eval uated by the Conpany's
Ri sk Managenent Committee as to the timng of such
purchases. Typically, |1daho Power Conpany buys to neet
expected systemrequirenents and does not take specul ative
positions in the nmarket.

The Conpany's pl anning process in the short-termis
conplicated by the dom nance of hydro generation in the
resource base. Until the snow packs are known for the year,
it is very difficult to determne the extent and duration of
t he Conpany's system defi ci enci es.

Q How does the assunption regardi ng water
availability inmpact the planning process?

A | daho Power has historically planned on a
nmedi an water condition. This nmeans water availability is
assuned to be the equivalent of the mddle water condition
anong the historical group of water conditions. Planning on
medi an wat er neans that the Conpany is nore dependent on
mar ket purchases for supply in low water years than it would
be if its planning assunption was based on nore critica
wat er conditions. |If the Conpany planned on | ess than
medi an water conditions, it would typically add resources

sooner than it would under nedian water planning and woul d
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have nore capacity avail abl e on an ongoi ng basis.

course, the additional capacity adds additional costs to the
Conpany's base rates. The trade-off for custoners under
nmedi an water planning is increasing base rates on an ongoi ng
basis through the PCAto mtigate rate spi kes during poor
wat er years.

Q How woul d you propose to eval uate whet her or
not it is time to change the water assunption for planning
pur poses?

A. | daho Power believes that the Conpany’s 2002
| RP shoul d address the issue in detail

Q Does this conclude your testinony?

A. Yes, it does.
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